INTRODUCTION
Monetary policy can be defined as the process by which the government, central bank, or monetary authority of a country controls (i) the supply of money, (ii) availability of money, and (iii) cost of money or rate of interest, in order to attain a set of objectives oriented towards the growth and stability of the economy. Monetary policy rests on the relationship between the rates of interest in an economy, that is the price at which money can be borrowed, and the total supply
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Pages: 1348-1361 of money. Monetary policy uses a variety of tools to control one or both of these, to influence outcomes like economic growth, inflation, exchange rates with other currencies and unemployment.
OBJECTIVES OF MONETARY POLICY
Monetary policy in a country acts as a tool by which the government or central bank, attain a set of objectives oriented towards the growth and stability of the economy. Ina case of Pakistan, Monetary policy management and financial sector stability are two primary roles of State Bank of Pakistan (SBP). Monetary policy and process of its formulation in Pakistan has undergone changes with the evolving economic dynamics within the country and the improved empirical and theoretical understanding of the monetary policy across the world.
One of the important and crucial intermediate target variables of monetary Policy in Pakistan is
money supply. The SBP has been using M2 aggregate (i.e., currency + demand deposits + time deposits) for policy purposes on the assumption that the demand for M2 function is stable in Pakistan. Utilizing the estimated money demand function the target rate of growth of M2 is set (Qayyum, 2002) .
Monetary policy of Pakistan now for some years has been largely supportive of the dual objective of promoting economic growth and price stability. It achieves this goal by targeting monetary aggregates (broad money supply growth as an intermediate target and reserve money as an operational target) in accordance with real GDP growth and inflation targets set by the Government (Shamshad, 2006) .
MONETARY POLICY MANAGEMENT IN PAKISTAN OVER THE YEARS
State Bank of Pakistan (SBP) shifted its reliance from an administered monetary policy regime governed by ad hoc changes in reserve ratio's, directed credit and regulated interest rate policies in mid 1990s to a liberal and market oriented monetary policy management (Shamshad, 2007) .
Broad money supply growth has to be consistent with the targets of growth in real GDP and inflation rate. However, if there are excessive demand pressures either because of high fiscal deficit or because of the excessive foreign inflows money supply grows faster than the growth in productive sectors and generates demand pressures which manifests itself in rise in inflation rate.
Despite all contests and debates, inflation is primarily a monetary phenomenon. To keep it under and 2010 is projected to be 2.8 percent and 4.0 percent respectively (Asma, 2009) . Thus there is a need to change the ways monetary policy have been used to guide economy for future.
The Central Bank designs Contractionary policy in order to constrain the growth of money (i.e. increasing inflation) and credit in the economy. In the present international scenario, due to hike in inflation internationally, like most of the countries have adopted contractionary policy, Pakistan recently has also increased interest rate by 0.5 percent and set 10 percent short-term interest rates. On the other hand Expansionary policy is used as a tool by the central bank to percent point increase in inflation, in USA, annual growth rate has reduced by 0.223% (Smyth, 1992) . At low rates of inflation this relationship is negative but insignificant; however higher rates of inflation have a significantly negative effect on growth.
Inflation not only decreases the growth rate but also induces the uncertainty in economy.
Keeping in view this hazardous nature of inflation, world's leading central banks have developed the idea that price stability is the prime function of monetary policy (Blejer , 2000) and more precisely central banks are aimed to keep the inflation rate low (Friend, 2000) . Thus maintaining price stability is the responsibility of every central bank and it is responsible for achieving this. It is argued that sufficiently tight monetary policy for longer periods of time can decrease even the extreme cases of inflation (Friedman, 1963) .
Cause of inflation in Pakistan has been estimated by a number of researchers (Khan and Qasim, 1996) and it has been established that monetary phenomenon are responsible for the high levels of inflation in long run (Khan, 2006) . With persistent high inflation in economy, economic growth of the country suffers and there is no smooth running of the government policies under these high inflation rates. In Pakistan, rise in inflation has been found as the result of excess money supply growth (M2). The money supply growth initially affects the real GDP and then hits the inflation in Pakistan. This may be due to the loose monetary policy adopted by State Bank of Pakistan thus for reduction of inflation, tight monetary policy in Pakistan must be implemented (Qayyum, 2006) .
Monetary policy is only one element of overall macroeconomic policy, and can only affect the production process through its impact on interest rates. Contractionary monetary policy raises longer-term real interest rates. The nominal interest rate equals the real interest rate plus the expected inflation rate. If contractionary monetary policy lowers expected inflation or leaves it unchanged, then evidence that it increases the nominal interest rate implies that it must be increasing the real interest rate also (Thorbecke and Zhang, 2008) . Hardouvelis and Barnhardt (1989), Frankel (2008) and others have shown that if monetary policy actions are expected to increase real interest rates they will lower commodity prices and if they are expected to lower inflation they will also lower commodity prices.
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The main cause of high interest rates is high inflation, through the expected inflation Premium.
Conversely, the best prospect for low interest rates is a stable environment of low inflation. In this context, the relatively high interest rates that may be necessary to achieve a desired disinflation represent "short-term pain for long term gain." SBP, therefore, has a current focus on anti-inflation policy which will ensure steady growth in the long run (Shamshad, 2007) .
SCOPE OF STUDY
Present study will attempt to investigate how the changes in the monetary policy effect, through inflation, the economic growth of Pakistan. Inflation is the most researched topic in the modern era because it has very serious implications for growth and income distribution. In case of Pakistan the excess money supply is the main factor responsible for inflation. The topic here clearly emphasizes the monetary policy have a direct link with inflation whether this policy is tight or loose because it had to effect in one way or another. Other monetary phenomenon also impact the overall growth there fore this paper will also determine whether, and how, GDP in Pakistan would respond to a change in money supply (M2), the inflation rate, and interest rate in economy.
REVIEW OF LITERATURE
Before proceeding to review what other researchers have found about relationship of GDP growth and Money supply, interest rate, and Inflation, we first attempt to explain the importance of monetary policy in light of available literature.
Government policies, including monetary policy, affect the growth of domestic output to the extent that they affect the quantity and productivity of capital and labor. Monetary policy is only one element of overall macroeconomic policy, and can only affect the production process through its impact on interest rates. There are two main channels of monetary policy. One is through the effect that interest rate changes have on the exchange rate of a currency, and the other is through the effect that interest rate changes have on demand. Therefore monetary policy has an impact on economic activity and growth through the workings of foreign and domestic markets for goods and services (Boweni, 2000) Title The instrument of monetary policy ought to be the short term interest rate, that policy should be focused on the control of inflation, and that inflation can be reduced by increasing short term interest rates (Alvarez, 2001 ).
The investigations into the existence and nature of the link between inflation and economic growth have experienced a long history. Originating in the Latin American context in the 1950s, the issue has generated an enduring debate between structuralists and monetarists. The structuralists believe that inflation is essential for economic growth whereas the monetarists see inflation as detrimental to economic progress. There are two aspects to this debate: (a) the nature of the relationship if one exists and (b) the direction of causality (Mallik, 2001 ).
Although economists now widely accept that inflation has a negative effect on economic growth, researchers did not detect this affect in data from the 1950s and the 1960s (Min, 2005) . A series of studies in the IMF Staff Papers around 1960 found no evidence of damage from inflation (Wai, 1959; Bhatia, 1960; Dorrance, 1963 Dorrance, , 1966 . Therefore, a popular view in the 1960s was that the effect of inflation on growth was not particularly important.
This view prevailed until the 1970s, when many countries, mainly in Latin Americans experienced hyperinflation. Numerous empirical studies were devoted to finding the effects of inflation in high-inflation countries. These studies repeatedly confirmed that inflation had a significant negative effect on economic growth, at least at sufficiently high levels of inflation.
Therefore, today, the dominant view regarding the effects of inflation has changed dramatically.
It has been found that in developing countries as the inflation rate exceeds a specified threshold, it affects the growth rate adversely (Min, 2005) .
Monetary policy plays a key role in determining inflation rates. Various studies provide the empirical evidence on the relationship between inflation and growth. (Lucas, 1973) held that inflation in any economy induces uncertainty in economy and increased economic uncertainty Pages: 1348 Pages: -1361 negatively affect the output growth. Inflation overall effects the growth of the country, the financial sector development and the vulnerable poor segment of the population. There is clear consensus that even moderate levels of inflation, damage real growth.
Kremer ' et al. (2008) He argued that although the adverse influence of inflation on growth appeared small, the longterm effects on standards of living were actually substantial. Nevertheless, some other empirical and theoretical studies argued that the inflation-growth relationship is fragile. Maghyereh (2003) also reported that the effect of inflation rate on the economic growth is strongly negative and statistically significant. Mundell (1965) and Tobin (1965) predict a positive relationship between the rate of inflation and the rate of capital accumulation, which in turn, implies a positive relationship to the rate of economic growth. They argue that since money and capital are substitutable, an increase in the rate of inflation increases capital accumulation by shifting portfolio from money to capital, and thereby, stimulating a higher rate of economic growth (Gregorio, 1996) . and real GDP. Also as a threshold they suggested 6% of inflation above which inflation adversely affects economic growth.
However, Johanson (1967) found no conclusive empirical evidence for either a positive or a negative association between the two variables. Therefore, a popular view in the 1960s was that the effect of inflation on growth was not particularly important. Also Fischer and Modigliani (1978) suggest a negative and nonlinear relationship between the rate of inflation and economic growth through the new growth theory mechanisms (Malla, 1997). They mention that inflation restricts economic growth largely by reducing the efficiency of investment rather than its level.
Fisher (1993) also found negative associations between inflation and growth for a large set of countries. Dewan and Hussein (2001) found in a sample of 41 middle-income developing countries including Fiji, that inflation was negatively correlated to growth. While examining relationship of inflation and growth in Fiji, Dewan (1999) found that changes in the difference between actual GDP and potential GDP (output gap) had a bearing on Fiji's inflation outcome. Relationship between inflation, interest rate, and growth has been the consideration of researchers since very long. An examination of this relationship in USA shows that the U.S. inflation of the 1970s and 80s can be fully accounted for by the corresponding increase in M2 (or M1) growth rates, and the return to relatively low inflation rates in the 1990s can be explained by the correspondingly low average rate of money supply growth in that decade. Inflation in the 90s was about 3.5 percentage points lower than its average in the 70s and 80s, and the growth rate of M2 was about 5 percentage points lower (Alvarez, 2001 ). 
RESEARCH METHODS
This chapter has been divided into three parts. First one discusses the data sources and nature of data in detail. Second one discusses the model to be applied to find out the results. And third and last part states the hypothesis to be checked for this study. 1980, for all the variables under study, is not available, we have considered maximum number of years for which data for all required variables is available.
VARIABLES
Description for each variable under study is as under:
Gross Domestic Product (GDP)
In economics, GDP is defined as the value of all goods and services produced within the geographic territory of an economy in a given interval, such as a year. A well known formula for GDP has been stated as the total market value of all final goods and services produced in a country in a given year, equal to total consumer, investment and government spending, plus the value of exports, minus the value of imports. 
Money Supply (M2)
Money supply is the total amount of money available in an economy at a particular point of time.
The importance of an appropriate monetary aggregate can hardly be over emphasized, particularly for those countries that attach their monetary policy to monetary aggregates. The breakdown of stable relationship between monetary aggregates and macroeconomic variables due to structural change in financial markets and emergence of new financial instruments led to frequent changes in the definition of monetary aggregates. In practice more than one monetary aggregate are usually defined in the hope that multiple aggregates may collectively provide more information for the conduct of monetary policy and developments in the economy.
Interest Rate
The term interest rate usually means any bank lending rate. However, the rates don't always move rapidly because they are driven by different forces. Rates on longer-term loans are driven by 3 months, 6 months, and 12 months treasury bills in Pakistan. On treasury notes, like any loan, the interest rates are fixed. However, Treasury notes are auctioned to the highest bidder.
Depending on the demand at auction, the note could cost more or less than face value. However, at the end of the note's term, the Government pays back full face value to the bidder. In effect, bidders are loaning the bid amount to the Government. In return, they get the interest rate and the full face value.
Inflation Rate
Stable inflation is recognized as an integral component of sound macroeconomic policies. 
RESULTS AND DISCUSSION
This chapter covers the estimation and analysis of data for the period 1980-2009 to check out the impact of monetary policy through inflation on growth rate of Pakistan. Model: Growth GDP = -11172412 + 1556639.6 (money supply) -3187209 (interest rate)
Regression analysis Model Summary (b)

Interpretation:
Constant was -11172412 which means even when the Interest Rate was Zero still GDP was -11172412, the B1 was 1556639.6 which indicate that with one unit increase in money supply the GDP increased by 1556639.6 and vice versa, and the B2 was -3187209 which indicate that with one unit increase in money supply the GDP increased by -3187209 and vice versa. Shamshad, 2006) . In this scenario, present study is an attempt to discover how much money supply, interest rate and inflation impact the overall growth of GDP in Pakistan.
Model Fit Summary
